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ECUADOR: KEY ECONOMIC INDICATORS 
PCT CHANGE FIRST 
1983 1984 83/84 QTR. 198 


NATIONAL ACCOUNTS AND PRODUCTION 
GDP, Current Prices (billions of sucres) 555. 784. 41. N/A 
GDP, Current Prices(millions of 

dollars (1) 12,573 12,502 -. N/A 
GDP, per capita, Current Prices ($) 1,419 isla -3. N/A 
GDP, Constant (1975) Prices (billions 

of sucres) 150. 156. F N/A 
GDP Per Capita, Constant (1975) 

prices (sucres) 16,991 17,185 , N/A 
Petroleum Production (thou. bb1/day) 236. 260. ; 270. 
Petroleum/Mining Sector (% real growth) 26. Ps N/A 
Agrarian Sector (% real growth) -14, 6. N/A 
Manufacturing Sector (% real growth) -. -2. N/A 
Construction Sector (% real growth) -8. -2. N/A 


FINANCE/FISCAL (billions of sucres) 
Money Supply (currency, demand dep.) 78. THE , 100. 
Private Banks' Time/Savings Deposits 15. 26. : 27. 
Central Bank Credit 106. 168. ‘ 169. 
Natl' Consumer Price Index-% Inc. 

Ql 1985 Mar/Mar 52. 23. 28.3 
Central Gov't Current Budget Rev. 60. 101. 129. 


Central Gov't Budget Expenditures 82. 130. 


TRADE AND BALANCE OF PAYMENTS (Money values in millions of dollars, rounded) 
Mcds. Exports (fob, licenses granted) 2,224 2,583 16. 
Exports of Crude Petroleum (mil. bbl) 54.4 59.3 9. 
Exports of Crude Petroleum (fob) 1,503 1.623 8. 
Exports of Ref. Pet. Products (cif) 106 83 
Exports of Bananas (fob) 153 135 ‘ 
Exports of Coffee Beans (fob) 148 18. 
Exports of Raw Cocoa (fob) 8 
Exports of Proc. Cocoa (fob) 26 92 
Exports of Shrimp (fob) 175 -8. 
Exports of Proc. Fish (fob) 27 
Exports to U.S. (fob, lic. granted) | 237 
Exports to U.S. (% of total) 56. 
Total Imports (cif, lic. liquidated) 1,300 
Imports from U.S. (cif, lic. granted) 498 
Imports from U.S. (% of total on cif 

lic. granted basis) 34 
Current Account Balance -104 
Capital Account Balance 155 
Balance of Payments (net change) 51 
Central Bank Gross Int'l Reserves 788 
Central Bank Net Int'l Reserves 151 
External Public Debt 6,020 
Registered Private External Debt 670 
Total External Debt 6,690 
Total External Debt as Pct. of GDP a3. 
Total Debt Service 2,939 
Total Debt Service Ratio 109 
Debt Service After Renegotiation 892 
Debt Service Ratio After Renegotiation 33.2 


UNIURPANHROEND 


(1) Converted at average official exchange rate. 
(2) For 1985 





INTRODUCTION AND SUMMARY 


Ecuador's 1984 economic performance was impressive. Real gross domestic 
product (GDP) grew 4.1 percent, and real per capital GDP grew 1.1 percent. 
Oil production increased almost 10 percent to reach an average of 260,040 
barrels per day (BDP), of which an average of 162,553 BPD were exported. 
The government achieved overall public sector equilibrium, which reduced 
inflationary pressures. The inflation rate fell to 25.1 percent from over 
52 percent in 1983. 


President Leon Febres Cordero, who took office on August 10, 1984, has taken 
many steps designed to reorient the economy towards the free market. 

Foreign investment is being encouraged, as evidenced by the November 1984 
signing of an agreement with the U.S. Overseas Private Investment 
Corporation. The June 1985 changes in the government's interpretation and 
implementation of Andean Pact Decision 24 also should improve significantly 
Ecuador's investment climate. Price controls and subsidies are being 
dismantled. A new class of negotiated interest rate certificates of deposit 
was created in March 1985. In August, the official and Central Bank 
intervention exchange rates were unified. Finally, a new tariff schedule 
which would reduce the degree of protection enjoyed by domestic industry is 
being drafted. 


The outlook for the remainder of 1985 is good. The government appears able 
to meet the targets contained in its current IMF standby agreement. 
Rescheduling agreements reached in December 1984 and April 1985 cover the 
bulk of Ecuador's debts to private banks and Paris Club official creditors. 
Interest rates have fallen thus far in 1985, further reducing the debt 
service burden. Increases in the volume of oi] produced and exported should 
be sufficient to offset approximately the impact of lower per barrel 

prices. Non-oil exports are performing well, and could be higher than 
projected. Question marks remain, however, regarding the government's 
ability to attain two goals: 2.5 percent real GDP growth, and the reduction 
of the inflation rate to 20 percent. 


GDP AND ECONOMIC GROWTH 


The Central Bank estimates that real gross domestic product grew 4.1 percent 
in 1984. While not high by standards set during the petroleum boom of the 
1970's, that growth rate is impressive compared with 1982's 1.2 percent and 
1983's negative 3.1 percent real GDP growth rates. Real per capita GDP grew 
1.1 percent in 1984. In comparison, real per capita GDP fell 1.8 percent in 
1982 and 6 percent in 1983. 


1984's growth rate was far higher than the Central Bank's original 
projection (0.5 pct.). Better than expected performance of the service, 
utilities, manufacturing and construction sectors fueled growth. 
Agricultural growth lagged behind expectations, indicating that recovery 
from the 1982-83 El Nino floods was more difficult than anticipated. 
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The following table presents the sectoral GDP breakdown, and the latest 
available official projection for 1985 GDP growth. 
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In 1984, the service sector dominated the economy. Manufacturing was the 
second most important sector. Petroleum moved into third place, and 
agriculture dropped to fourth. The relative decline of agriculture is of 
serious concern to the Febres Cordero administration. The government is 
reducing subsidies and price controls in that sector in order to improve 
prospects for future agricultural growth. 


The government projects real GDP growth of only 2.5 percent in 1985, which 
would translate into a decline of .5 percent in real per capita GDP. 
Agriculture's growth rate will slow because most of the crop losses caused 
by El Nino have been recouped, and because growth of shrimp production is 
limited by larvae shortages. The petroleum and mining sector will grow more 
slowly due to reduced per-barrel petroleum prices. The government plans to 
increase oi] production and export volumes in order to reach this sector's 
3.6 percent growth target. The growth rates of the service and utilities 
sectors will fall due to the impact on aggregate demand of the Febres 
Cordero administration's tight monetary and credit policies. Interestingly, 
the government does not expect those policies to prevent significant 
recovery in both the manufacturing and construction sectors. Both of those 
sectors had experienced negative real growth rates in 1984. The Central 
Bank expects manufacturing to grow as funds captured by the banking system 
through the operation of the Polizas de Acumulacion are lent out to finance 
new production. It expects construction growth to be fueled at least in 


part by the construction of houses under the Febres Cordero administration's 
Plan Techo. 





PETROLEUM SECTOR 


Oil is the key to the Ecuadorean economy. In 1984, crude oi] exports 
accounted for 67.6 percent of export earnings, and almost 13 percent of 

GDP. Oil production grew 9.9 percent in 1984 to reach an average of 260,040 
BPD. Exports grew 9 percent to reach an average of 162,553 BPD. The 
average price of Ecuador's export crude was $27.34 per barrel. Proven 
reserves totaled just over 1.1 billion barrels. 


Ecuador's dependence on oil revenue renders the country extremely vulnerable 
to external shock. Each $1 per barrel drop in the price of oi] costs the 
government $59 million in export earnings, at 1984's petroleum export 
volume. Recognizing that fact, the government has followed a simple 
strategy in coping with falling oil prices: it has increased production and 
export volumes in order to maintain total revenue. Not surprisingly, this 
policy has offended Ecuador's OPEC partners, who want Ecuador to adhere to 
its OPEC production quota (183,000 BPD). The government answers its OPEC 
critics by arguing that Ecuador is a marginal producer, the exports of which 
have no impact on the global supply/demand balance. In addition, the 
government claims the sovereign right to adjust oi] output and exports for 
balance of payments purposes. 


Based on government and industry data, the Embassy projects that Ecuador 
will increase oi] production and exports by 8.6 percent and 15 percent, 
respectively, in 1985. The government had planned smaller increases (6.5 
percent and 14.4 percent, respectively). The Embassy thinks that the 
government will make the larger increases in order to cope with the balance 
of payments impact of steadily falling oi] prices. By the end of June, the 
year-to-date average price of Ecuadorean crude had dropped to $25.75 per 
barrel. It continued to fall in July, reaching $25.64 per barrel. 


Price prospects for the rest of 1985 are uncertain. However, changes in the 
world oi] market will be reflected automatically in the price of Ecuadorean 
crude because the government now follows a market-oriented pricing policy. 


As of August 22, 1985, the effective price for Ecuadorean crude is $25.75 
per barrel. 


The following table summarizes developments in Ecuador's petroleum sector, 
and projects 1985 performance. 





1983 1984 


Crude oil fiscalized (1) 
Millions of Barrels 86.74 93.88 103.68 
BPD 237 ,643 257,202 284,063 


Crude oi] produced 
Millions of Barrels 86.34 94.91 103.12 
BPD 236,547 260,040 282 ,529 


Change in Stocks 

(-) equals stock draw 
Millions of Barrels (-).40 (+)1.03 (-) .56 
BOP 1,096 2,838 1,534 


Crude oi] exports (2) 
Millions of Barrels 54.42 59.33 68.31 
BPD 149,143 162,553 187,154 


Domestic crude oi] consumption (3) 
Millions of Barrels 32.32 34.55 35.37 
BPD 88 ,500 94,649 96,909 


Imports of refined products 
Millions of Barrels 3.74 4.2] 4.15 


BPD 10,246 11,584 11,369 


Exports of refined products 
Millions of Barrels 6.84 6.24 5.0 


BPD 18,740 17,106 13,698 


(1) The sum total of all crude oil consumed domestically or exported 
in any given year. 


(2) Excludes barter and processing deals 


(3) Domestic consumption equals refinery run plus crude used for 
barter and processing deals. 


Prospects for long term petroleum sector growth are good. The 
Febres Cordero administration signed three risk 
exploration/exploitation contracts with foreign oi] companies 
(Occidental, Belco and Esso/Hispanoil) during its first year in 
office. Negotiations are underway with foreign companies for three 
more contracts. The stated goal of opening the petroleum sector to 
foreign investment is to duplicate proven reserves by August 1988. 
That goal is optimistic, but industry observers do expect 
significant additions to reserves - and new production - to flow 
from the contracts already signed. 


Short and medium-term prospects are uncertain. If oil prices 
continue to fall, Ecuador would have to continue increasing 
production and export volumes to maintain total revenue. Production 





increases are feasible technically, since almost all Ecuadorean 
fields are producing below their maximum efficient rates. However, 
there is a physical limit to the amount of oi] that can be carried 
to market in the Transecuadorean pipeline. At present, the baseline 
capacity of the pipeline is 310,000 BPD; up to 325,000 BPD can be 
pumped occasionally.. The government plans to expand the capacity 
of the pipeline to its absolute limit, 400,000 BPD, in the near 
future. Until that time, however, Ecuador's ability to cope with 
future price declines will be constrained sharply by pipeline 
capacity. 


THE DOMESTIC ECONOMY 


FISCAL POLICY: Preliminary figures indicate that Ecuador achieved 
overall public sector equlibrium in 1984. The government is 
committed to creating an overall public sector surplus equal to 3.5 
percent of GDP in 1985 under the terms of its current IMF standby 
agreement. Surpluses generated by parastatals (except CEPE) are 
expected to exceed the central government budget deficit, thereby 
generating the surplus. 


The central government's budget deficit increased by 30 percent in 
1984 to reach sucres 28.8 billion. The deficit was financed through 
currency emission, not the contracting of new debt. (Amortization 
payments exceeded the value of newly contracted debt.) Petroleum 
revenue accounted for 50.4 percent of net current budget revenue. 


The 1985 central government budget contains a deficit of sucres 15 


billion, a decrease of 47.9 percent from last year's budget 
deficit. The deficit will be financed through domestic borrowing. 
Petroleum revenue will account for 57.9 percent of net current 
budget revenue. Petroleum's percentage of total revenue wil] 
increase primarily due to the impact of shifting the government's 
oil exports revenues from the official to the Central Bank 
intervention rate. 


The following table summarizes central government budget performance: 


1983 1984 
1985 


(billions of sucres) 


Net current budget revenue 60.2 101.6 
129.1 


(of which petroleum) (29.0) (51.2) 
(74.8) 


Total expenditures (1) 82.4 130.4 
144.1 


(of which amortization) (6.2) (14.0) 
(11.0) 


Deficit 22.2 28.8 
15.0 


(1) Includes amortization payments on internal and external debt. 





MONETARY POLICY 


Central Bank data indicate that the government pursued a tight 
monetary policy during the first half of 1984, and loosened 
restraints considerably during the second half of the year. (The 
Febres Cordero administration took office in August 1984.) Ml grew 
only 2.4 percent during January-June 1984; by the end of the year it 
had grown 42 percent to reach sucres 111.5 billion. Currency 
emission was the primary expansionary factor. However, part of Ml's 
growth can be attributed to an increase in net domestic credit 
necessitated by the government's sucretization program. Under that 
program, the Central Bank accepted responsibility to pay private 
sector debts to foreign banks in return for the private sector's 
commitment to pay the sucre countervalue of the debts to the Central 
Bank. In effect, the Central Bank lent the private sector the sucre 
countervalue of its foreign debts under the sucretization program. 


During the first quarter of 1985, the government tightened monetary 
policy significantly. Ml fell to sucres 100 billion, a drop of over 
10 percent from its December 31, 1984 level. Ml fell primarily 
because the provision of net domestic credit was reduced in line 
with targets contained in the government's IMF standby agreement. 


Latest available figures indicate that the government continues to 
follow a tight monetary policy. As of July 25, Ml stood at sucres 
110 billion, over a billion sucres below its end year 1984 level. 
Given an inflation rate of 31 percent for the 12 months ending on 
July 30, that small nominal decrease amounts to a huge real decline 


in the money supply. The following table summarizes money supply 
developments. 


12/31 12/3) 


1983 1984 
6/85 


M1 
(billions of sucres) 78.45 111.53 
109.97 


Percent change from end 


of previous year (+)30.4 (+)42 (-)10.3 
(-)1.4 


CREDIT AND INTEREST RATE POLICY 


The Febres Cordero administration inherited a highly inefficient and 
under developed financial system when it assumed office on August 
10, 1984. Private banks relied heavily upon Central Bank 
rediscounts for loanable funds. All interest rates were fixed by 
the government - none were negotiable. Moreover, they were capped 
at levels which did not permit positive real rates of return. 
Accordingly, credit was rationed following other than economic 
criteria. A quasi-legal parallel market (the mercado 
extra-bancario) was developed to fulfill the demand for credit at 
freely determined interest rates. Since transactions in that market 
were not regulated by the government, however, taxes could not be 
collected on the revenues they generated. 


The Febres Cordero administration quickly began the process of 
rationalizing credit and interest rate policy. In December 1984, 
credit and deposit rates were raised by two percentage points to 23 





percent and 20 percent, respectively. More importantly, the banking system 
was permitted to issue term deposit certificates (polizas de acumulacion) at 
market-determined interest rates and to determine freely the interest rate 
applied on loans funded with the money captured by those certificates. By 
June 30, 1985, over sucres 17.9 billion of polizas de acumulacion had been 
issued by the private banks. Loans accounting for sucres 14.7 billion of 
that amount were made by the banks at freely negotiated rates. 


The government intends to use the polizas de acumulacion, and other 
negotiated rate instruments soon to be created, to change fundamentally 
Ecuador's financial system. The strategy is simple. Attracted by high 
nominal interest rates (with positive real rates of return), and by the 
relative security of the official banking system, money will flow from the 
mercado extrabancario to the private banks. As the flow increases, the 
Central Bank will decrease the availability of rediscounts, forcing the 
banks to rely on their own resources for loanable funds. The scope of 
negotiated rate borrowing and lending gradually will be widened, until fixed 
rates are done away with completely. At the end of the process, Ecuador 
should have a more efficient, market-directed financial system. 


The government has made progress thus far in 1985 towards implementing the 
strategy described above. Total private bank deposits have grown sucres 7.1 
billion since March 1, when the banks began issuing polizas de acumulacion. 
That increase most likely represents funds captured from the mercado extra- 
bancario. The Central Bank has restricted rediscounts, as shown by the fact 
that as of July 31, the Central Bank's normal credit operations were 2.3 
percent lower than they were on December 31, 1984. Much remains to be done, 


however. For example, local bankers report difficulties in pursuading 
borrowers to accept the new negotiated rate loans. Apparently, borrowers 
are continuing to line up for the limited number of loans available at 23 
percent - or doing without credit - instead of borrowing money the banks 
have available at negotiable rates. 


The degree to which the government suceeds in implementing its credit and 
interest rate strategy will influence greatly future economic growth. The 
government must implement tight monetary and fiscal policies under the terms 
of its IMF standby agreement. It will not be able to fuel economic growth 
by rolling the printing presses or by increasing the number of public works 
projects. Therefore, if the economy is to grow, the fuel will have to come 
from the private sector, and it will have to be channeled through the 
private banks. The Febres Cordero administration's strategy is designed to 
make that happen. 


INFLATION 


Ecuador's inflation rate, as measured by the urban consumer price index, 
fell considerably in 1984, reaching 25.1 percent for the year ending 
December 31. In comparison, the inflation rate was 52.5 percent in 1983. 





The inflation rate has increased thus far in 1985. In the 12-month period 
ending on July 30, it was 30.9 percent. The December 1984, 78 percent rise 
in the prices of refined products gave impetus to increased inflation in the 
first quarter of 1985. In the second quarter, the prices of basic 
foodstuffs, electricity, and water all increased. 


The government's official inflation target for 1985 is an annual rate of 20 
percent. It will be difficult to achieve. 


STRUCTURAL ECONOMIC REFORM 


The Febres Cordero administration has implemented several structural reforms 
designed to reorient the economy toward free market principles. 


1. INVESTMENT POLICY: In November 1984, Ecuador and the U.S. signed an 
OPIC (Overseas Private Investment Corporation) agreement. Ecuador was the 
first active member of the Andean Pact to sign such an agreement. Ecuador 
also opened the vital petroleum sector to foreign investment, signing risk 
exploration/exploitation contracts with Occidental, Belco, and Esso/ 
Hispanoil. In June of this year the government announced significant 
changes in the way it interprets and implements Andean Pact Decision 24. 
Under the new interpretation, tourist and certain export-oriented 
enterprises are exempt from transforming themselves into national (majority 
Ecuadorean-owned) companies, and profit remittance rules are relaxed. A 
private sector investment mission recently traveled to the United States 
under U.S. Department of Commerce auspices, and an OPIC mission will come to 
Ecuador this September. Finally, the Febres Cordero administration sent a 
new draft mining law to congress which was passed in August. The law 
dramatically improves the climate for investment in that sector. Further 
changes in investment policy are being discussed. Those changes include: 
permitting foreign investors access to long term local credit; and 


implementing procedures to permit the litigation of investment disputes in 
neutral fora. 


2. SUBSIDIES AND PRICE CONTROLS: In December of 1984 the government raised 
the prices of several refined petroleum products an average of 78 percent. 
This action reduced the subsidy domestic consumers had enjoyed by cutting 
the difference between local and international prices for refined products. 
In April 1985, the government raised the controlled prices of basic 
foodstuffs (milk, rice, corn, sugar, cooking oil, and flour) an average of 
29 percent, thereby reducing the subsidies on those commodities. Moreover, 
the government changed its price control mechanism, shifting from a system 
of "political prices" to a system of "floor prices." The impact of that 
change potentially is far reaching. Under the "political prices" system, 
the government set prices which mollified urban consumers but often did not 
permit farmers to earn a profit on their crops. Domestic agricultural 
production suffered as the result. The new "floor price" system is designed 
to ensure an adequate rate of return to farmers, while presenting consumers 
with more realistic price signals with which to adjust their consumption 
patterns. Moving to this system, while not as desirable as permitting the 
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unfettered operation of the free market, is a significant step toward the 
rationalization of the agricultural sector. Finally, the government has 
raised electricity rates steadily throughout 1985 and has just begun raising 
water rates, thereby reducing subsidies in both areas. 


3. EXCHANGE RATE UNIFICATION: Since September 1984, the Febres Cordero 
administration has chipped away at the country's three-tiered foreign 
exchange system. The importance of the official exchange rate diminished 
steadily as transactions were transferred from that rate to the Central Bank 
intervention rate. On August 29, the government completed the devaluation 
of the sucre by transferring Texaco's oil export revenues and the cost of 
medicine imports from the official exchange rate to the Central Bank 
intervention rate. As of now, Ecuador has a two-tiered foreign exchange 
rate regime. The official Central Bank rate is buying $1 equals sucres 95; 
selling $1 equals sucres 96.5. The free market rate as of September 6, is 
buying $1 equals sucres 113; selling $1 equals sucres 113.5. The government 
is considering permitting the newly unified official Central Bank exchange 
rate to float against the dollar. Moving to a floating exchange rate would 
be one of the best indicators that the Febres Cordero administration is 
serious about implementing its free market philosophy: a unified floating 
rate sends continuous signals to the domestic economy regarding its 
international competitiveness, thereby influencing variables such as 
domestic production, exports, imports, and inflation. 


FUTURE PLANS: The reorientation of the Ecuadorean economy will take time. 
The process of eliminating subsidies and price controls has just begun. 
Moreover, two important steps are only in the planning stage at present: 
the reduction of protectionism, and the privatization of the economy. 


1. REDUCING PROTECTIONISM: The Febres Cordero administration is developing 
a new tariff system which will lower maximum tariff rates and, presumably, 
will increase the degree to which the country is open to foreign goods. In 
the interim, the number of foreign goods on the prohibited import list has 
shrunk to one. Nevertheless, the government still is being selective in 
approving import licenses. 


2. PRIVATIZING THE ECONOMY: The state sector of the economy is dispro- 
portionately large. It is made up of CEPE (the state oi] company), INECEL 
(the state electricity institute), the Selva Alegre cement plant, two sugar 
mills, and four public sector agricultural enterprises. CEPE's role in oil 
exploration is diminishing as the number of risk contractors increases. 
Divestiture of some of public sector enterprises in the agricultural sector 
is being discussed, and some action may be taken within the next 18 months. 
However, privatizing CEPE or INECEL is unlikely given their size, their 
tangible and symbolic importance, and the likelihood of domestic political 
opposition to divestiture. 





THE EXTERNAL SECTOR 
BALANCE OF PAYMENTS 


Ecuador's overall balance of payments shifted from a $51 million surplus in 
1983 to a $40 million deficit in 1984. Payment arrearages grew by $60 
million, funding the overall balance of payments deficit and permitting an 
addition to foreign exchange reserves of $20 million. The doubling of the 
current account deficit in 1984 was the primary cause for the shift from 
overall balance of payments surplus to deficit. The current account 
worsened due to an increase in interest payments on the external debt and 
the relaxation of import restraints. The capital account surplus grew 
marginally in 1984, as the balance on private capital approached equilibrium 
(it had been a large deficit item in 1983). 


The government expects overall balance of payments equilibrium in 1985. 
Under the terms of Ecuador's IMF standby agreement, all outstanding payments 
arrearages must be cleared by the end of the year. 


The following table summarizes Ecuador's balance of payments performance: 


1983 1984 1985 (1) 


CURRENT ACCOUNT -104 -209 -208 
a. Merchandise exports (FOB) 2,365 2,491 2,710 

Crude oi] & products (1,750) (1,794) (1,904) 

Others (615) (697) (806) 
. Merchandise imports (FOB) -1,580 -1,750 
. Interest payments -1,510 -1,598 
. Other services 370 410 
. Unrequited transfers 20 20 
APITAL ACCOUNT 169 208 
Private direct investment 50 75 
Loans to private sector -76 63 
. Official disbursements 370 511 
. Official gross 

amoritization -175 -44] 


b 
c 
d 
2 
C 
Fi 
g. 
h 
j 


Overall Balance -40 0 


Change in foreign exchange reserves 
(- equals increase) 59 -20 4] 


Change in Arrearages 
(+ equals increase) -110 


(1) Central Bank projection dated March 1985. 
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The government is counting on a $50 million increase in the trade surplus to 
bring the balance of payments into overall equilibrium. Based on the 
projection presented earlier regarding crude oi] production, export volume 
and price, Ecuador probably will miss its crude oil export-earning target. 
The value of refined product exports also is below the target contained in 
the government's March 1985 balance of payments projection. On the other 
hand, non-oil exports are performing better than expected, and import volume 
is lower than anticipated. On balance, the trade account should show a 
surplus close to that projected by the government. The impact of a trade 
surplus shortfall, should one occur, largely will be mitigated by lower than 
projected interest payments resulting from the fall in interest rates 
applicable to the servicing of Ecuador's foreign debt. Therefore, the 
government's projection of overall balance of payments equilibrium is 
feasible. 


FOREIGN EXCHANGE 


Net foreign exchange reserves grew $19 million in 1984 to reach $170.6 
million. Net reserves were sufficient to cover 1.3 months worth of 
imports. Reserve liquidity remained a problem, however, because $124 
million of net reserves was held in the form of monetary gold. 


As of July 31, 1985, net foreign exchange reserves stood at $154.8 million. 
That reserve level is not sufficient to cover one month's imports. 


EXCHANGE RATE DEVELOPMENTS 


The Febres Cordero administration halted the mini-devaluation of the sucre 
on September 4, 1984, and created the Central Bank intervention rate on the 
same date. As noted above, until August 29, 1985, the government managed a 
three-tiered foreign exchange system. The official rate was frozen at 
buying $1 equals 66.5 sucres; selling $1 equals 67.85 sucres. The Central 
Bank intervention rate was buying $1 equals 95 sucres; selling $1 equals 
96.5 sucres; and the free market rate was exactly that - freely determined 
by market forces. On August 29, the government unified the official and 
Central Bank intervention exchange rates. The government is considering 
permitting the newly unified rate to float by year's end, thereby unifying 
the entire foreign exchange system. 


In February 1985, the dollar peaked at buying U.S. $1 equals 120.1 sucres, 
selling $1 equals 122.2 sucres on the free market. It has fallen steadily 
since then, as the government's tight monetary and credit policies soaked up 
excess sucre liquidity. On September 6, 1985, the free market exchange rate 
was buying $1 equals 113 sucres; selling $1 equals 113.5 sucres. Most 
observers expect the sucre to weaken in the medium term. 


DEBT 


Ecuador's external debt totaled $6.95 billion at the end of 1984. In 
December 1984, the government and the private bank steering committee 
reached agreement on a multiannual rescheduling agreement covering 
approximately $4.4 billion of the debt. Under the terms of the 





14 


agreement, $4 billion worth of public sector debts with maturities between 
December 31, 1984 and December 31, 1989 were rescheduled over 12 years with 
3 years grace. (Interest payments were not rescheduled.) The interest rate 
is three month LIBOR plus a spread of 1.3 percent. In addition, $431 
million worth of maturities that had been included in the 1983 credit 
agreement were rescheduled over 11 years with 2 years grace. The interest 
rate is three month LIBOR plus 1.5 percent. The rescheduling agreement also 
calls for the extention of a $750 million trade financing facility until 
March 31, 1987, and the provision by the banks of U.S. $200 million in new 
money in 1985. On August 24, the government and the banks signed the 
agreement permitting the transfer of the $200 million to Ecuador. The 


official signing of the rescheduling agreement is expected before the end of 
September 1985. 


On April 24, 1985, the government and its official creditors agreed to the 
first Paris Club Multiyear Rescheduling Agreement (MYRA). Approximately 
$400 million in debts with maturities between January 1, 1985 and December 
31, 1987 were rescheduled. The MYRA actually is a series of annual debt 
reschedulings, each with its own consolidation period. The government must 
comply with the terms of each yearly agreement before the next enters into 
force. The specific terms of the MYRA follow: 


(a) First period consolidated debt (100 percent of all debts with maturity 
dates between January 1, 1985 and December 31, 1985) will be repaid in 10 
equal semiannual payments beginning January 1, 1989 and ending July 1, 1993; 


(b) Second period consolidated debt (85 percent of all debts with maturity 
dates between January 1, 1985 and December 31, 1986) will be repaid in 10 


equal semiannual payments beginning January 1, 1990 and ending on 
July 1, 1994; 


(c) Third period consolidated debt (70 percent of all debts with maturity 
dates between January 1, 1987 and December 31, 1987) will be repaid in 10 
equal semiannual payments beginning January 1, 1991 and ending on 

July 1, 1995. The interest rate varies according to the type of debt 
rescheduled. As was the case with the private bank rescheduling agreement, 
interest payments were not rescheduled. 


FOREIGN INVESTMENT 


Ministry of Industry, Commerce and Integration (MICEI) statistics indicate 
that the government authorized foreign investment worth sucres 7.6 billion 
in 1984, an increase of 95 percent from 1983's level of authorized 
investments. The dollar value of authorized investments, calculated at 
average free market exchange rates, grew 67 percent. 


MICEI's statistics also show that in the first eight full months of the 
Febres Cordero administration (September 1984-April 1985) the government 
authorized foreign investment worth sucres 7.2 billion, an increase of 132 
percent from the level attained between September 1983 and April 1984. The 
dollar value of authorized investments, calculated at average free market 
exchange rates. grew 79 percent. 
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The above figures represent increases in foreign investment authorizations, 
not in actual foreign investment. Investors may or may not actually carry 
out the approved transaction. Typically, the amount of new investment 
capital that enters Ecuador is less than the amount of increase in foreign 
investment authorizations. F 


Moreover, even when authorized investments are carried out, the inflow of 
new funds usually is a small part of total actual investment. In 1984, the 
government authorized over one billion sucres worth of foreign investor 
stock transactions through which existing investors converted foreign debt 
to equity. No new funds were involved in those transactions, although their 
value is counted as new investment. The situation regarding direct 
investment is similar. In 1984 the government authorized 5.5 billion sucres 
worth of direct investment, but only 1.8 billion sucres worth was new 
capital. The rest was accounted for by profit reinvestment, stock 
conversion of reserves, asset reappraisal, etc. 


U.S. INVESTMENT: During the first quarter of 1985, authorized U.S. 
investment in Ecuador grew by 79 million sucres ($705 thousand) from its end 
year 1984 level to reach 1.45 billion sucres ($13 million). MICEI 
statistics indicate that 73 percent of total authorized U.S. investment 
flowed into Ecuador's industrial sector. MICEI's statistics do not include 
investments made prior to 1980. Therefore, they do not represent the total 
stock of foreign (or U.S.) investment in Ecuador. 


IMPLICATIONS FOR U.S. BUSINESS 


The U.S. continues to be Ecuador's most important trading partner. 

According to preliminary Central Bank data, Ecuador exported over $1.6 
billion (f.o.b.) worth of merchandise to the United States in 1984. Most of 
those exports were crude oil. Ecuador imported $528 million (CIF) worth of 
merchandise from the U.S. in 1984. The bilateral trade surplus, $1.12 
billion, grew 47.7 percent from its 1983 level. Sixty-three percent of 
Ecuador's total exports were sold to the U.S. Thirty-one percent of 
Ecuador's total imports originated in the U.S. An additional 15 percent of 
total imports came from subsidiaries of U.S. firms operating in third 
countries. 


The government steadily lifted import restrictions during 1984. As of 
August 1985, the only item on the prohibited import list is new cars. In 
addition, the government is developing a new tariff schedule which is 
expected to lower both nominal tariff rates and the degree of effective 
protection against imports. However, foreign exchange availability will 
continue to constrain imports. 


Overinvoicing of imports and underinvoicing of exports are significant 
problems. In October 1984, the government contracted with Societe Generale 
de Survellance (SGS) for technical services designed to eliminate those 
practices. SGS verifies that import and export shipments conform to stated 
specifications, and that prices are consistent with prevailing market 
conditions. Then it issues a certificate of conformity, with which the 
transaction can be concluded. Exporters have complained that SGS causes 
undue delays in shipments to Ecuador, and that SGS's price standards are 
unrealistic. 





BEST EXPORT PROSPECTS 


ELECTRIC POWER EQUIPMENT: Ecuador's plans give priority to developing its 
vast hydroelectric potential in order to free up the nation's petroleum for 
export. INECEL, the state organization responsible for power generation and 
distribution, is planning a number of projects in the hydroelectric field. 
They include a $30 million feasibility study on the Coca-Codo Sinclair 
Project, a mobile substation (30 MW), radio communication equipment, and a 
study for the National Energy Control Center. Ecuador also seeks small- 
scale hydroelectric projects and solar heating, especially in the rural 
areas. Aging gas and diesel generators in generating plants must be 
replaced if growing power requirements are to be met. Electronic 


distribution equipment also offers some interesting prospects for U.S. 
companies. 


Chief competition is from Japan, West Germany, and Great Britain. Through 
1986, this sector may grow at a 5 percent annual rate. In order to improve 
participation in this expanding market, American companies should form 
consortia to bid against major foreign competitors and provide imaginative 
and generous financial terms. 


Best prospects within this category include substation equipment, 


transformers, switchboard apparatus, and distribution - transmission cables 
and hardware. 


CONSTRUCTION MACHINERY AND EQUIPMENT: The Ecuadorean construction industry 
has been in a slump for the past few years as the government scales down and 
defers many projects once envisioned by the 1980-84 National Development 
Plan. However, favorable sales prospects exist for heavy road equipment 
manufacturers, as a consequence of severe flooding caused by an unusually 
long rainy season and poor country-wide road maintenance. Also, the 
Ecuadorean Ministry of Public Works has formulated an ambitious plan to 
improve or construct secondary and tertiary roads connecting major arteries 
with the rural communities. A low-cost housing program is currently being 
implemented. Other construction projects include hydroelectric, irrigation, 
potable water, and sewage disposal. 


Although the United States' import market share is 60 percent, competition 
is strong from Japan, West Germany and Great Britain. However, significant 
opportunities will persist through 1986. Total imports of construction 
machinery may double from $15 million in 1983 to $30 million in 1986. 


Best sales prospects include asphalt batching, self-propelled vibratory 


rollers, distribution and finishing plants, service trucks, low boys and 
crushing plants. 
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PETROLEUM INDUSTRY EQUIPMENT: CEPE is the government organization 
responsible for the exploration, refining and marketing of petroleum and 
produces 13.5 percent of total Ecuadorean crude oi]. It is also responsible 
for much of the petroleum contracting and subcontracting services. The 
Texaco Petroleum Company is the operator of the CEPE/Texaco Consortium, 
which accounts for 85 percent of total Ecuadorean crude oi! production. 


City Investing (parent company, Clyde Petroleum of England), in association 
with CEPE, produces the remainder. 


Annual procurement by Texaco and CEPE is estimated at $200 million and 
consists mostly of equipment purchased directly by Texaco in the United 
States and imported by several U.S. petroleum servicing companies. CEPE 
maintains a purchasing office at 1360 Post Oak Boulevard, Suite 1780, 
Houston, Texas 77056; telephone (713) 850-1510. Major procurement 
decisions, however, are usually made by the Texaco-CEPE consortium or by 
CEPE offices in Quito. Prospective U.S. suppliers to CEPE should be 
cautioned that procurement and other decisions are often delayed and that 
timetables usually fall behind schedule. Hence, a good deal of patience and 
flexibility on the part of suppliers is recommended. Suppliers also should 
be cautioned that delays are frequently encountered in receiving payment for 
goods and services provided to CEPE. 


Companies from the United States have traditionally supplied more than 
two-thirds of Ecuador's tmports of petroleum industry equipment. While U.S. 
companies should make their fnterests and capabilities known to the CEPE 
office in Houston, they should also select an aggressive and well-connected 
Ecuadorean agent or representative. Use of an Ecuadorean legal 
representative is mandatory in cases involving public tenders. 

Additionally, CEPE sometimes uses mechanisms other than public international 


tenders, in which case sales opportunities must be “uncovered". Japan 
remains the primary competitor in this sector, with firms from Mexico, 
Italy, Spain, and Japan actively looking for sales opportunities. 


Best sales prospects include pipe, pumps, and compressors; perforation, 
seismics and production equipment; equipment for petroleum production and 
handling; and construction machinery. 


TELECOMMUNICATIONS EQUIPMENT: The telecommunications system in Ecuador is 
inadequate and is overdue for modernization. Five major projects are 
planned: civil engineering work ($2 million) for outside plant 
construction; outside cable for 71,000 telephones; expansion of service in 
Riobamba; a nation-wide rural telephone network; and switching equipment for 


Quito and Guayaquil. Additionally, a sizeable number of minor projects are 
currently underway. 


The major end-users besides IETEL, the Government's telecommunications 
agency, are the Ministries of Defense and Government (Police), and the 
Ecuadorean television and radio stations. Through 1986, this sector may 
have a 5 percent annual growth. Chief competition for the United States is 
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from Ericsson of Sweden (which now has the bulk of the market), Japan, and 
West Germany. However, state-of-the-art products from the United States are 
competitive if they are supported by rapid delivery, follow-up servicing, 
and, in the. case of a majority of large projects, supplier financing of at 
least 80 percent. In order to be properly represented in Ecuador, the 
appointment of an agent or distributor is strongly recommended. 


Best sales prospects include telephone switching and switchboard equipment, 
radio communications equipment, television and telex equipment. 


HEALTH CARE EQUIPMENT: The health care sector in Ecuador is modernizing. 
Opportunities exist for the sale of U.S. medical equipment because Ecuador 
is almost wholly dependent upon imports. 


Ecuador's health care field is dominated by four public sector agencies, 
which provide two-thirds of the services - the Ministry of Health, the 
Ecuadorean Social Security Institute (IESS), the Armed Forces of Ecuador, 
and the National Police. Priority is given to major projects which are 
planned in rural areas as a part of the government's integrated rural 
development strategy. While the construction of new public sector medical 
facilities is expected to slacken over the next few years, existing 
facilities will provide a significant market for replacement supplies and 
equipment. 


The United States has traditionally been the leading supplier of this 
sector. Through 1986, this sector is expected to grow 5 percent annually. 
Strong competition for U.S. suppliers comes from the West Germans and the 
Japanese. Even if foreign firms win contracts, however, U.S. firms may 
still be able to furnish medical equipment to the prime contractors. U.S. 
firms should remember that Ecuador requires local representation in contract 
bidding. 


Best sales prospects include electromedical equipment, X-ray apparatus, 
medical-surgical furniture, and syringes. 


FOOD PROCESSING AND PACKAGING MACHINERY: The disasterous coastal floods of 
1982-83 forced the government to give more attention to the implementation 
of agroindustrial development plans. Through 1986, this sector is expected 
to grow at a 5 percent annual rate. Ecuador's food processing, packaging, 
and storage sector suffers from a lack of advanced technology, and the use 
of manual and low production equipment is widespread. With the mid-1984 
easing of import restrictions, the purchase of large quantities of machinery 
and equipment is expected. The dairy and bakery industries, in particular, 
need to upgrade their equipment. 


U.S. equipment is recognized for its fine quality and efficiency. However, 
U.S. suppliers are competing with more favorable credit terms and frequently 
their equipment is too large and sophisticated to fit small- to medium- 
scale production. The United States' 35 percent market share is challenged 
by competitors from Italy, Great Britain, and Denmark. Total imports were 
an estimated $39 million in 1984. 
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Best prospects include: milling industry machinery, bakery and pasta 
equipment, beverage production machinery, cocoa and chocolate confectionery 
machinery, meat-fruit-vegetable processing machinery, and storage and 
freezing facilities for the coastal shrimp industry. 





The Export Administration Regulations, a 
comprehensive guide to the rules control- 
ling exports of U.S. products, answers 
your questions on export licensing 
requirements: 


e When is an export license necessary? 

e When is it not necessary? 

¢ How do | obtain an export license? 

¢ What policies are followed in considering 
license applications? 

¢ How do | know when the policies change? 

e Are there restrictions on exports to certain 
countries? 

¢ Are restrictive trade practices and boycotts 
prohibited? 

¢ Do! need a license to ship technical data? 

e Where can | obtain help? 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 
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